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6.1 Introduction

Services industries pose many cl assification problens, and
services industries have beconme nuch nore inportant than they
were when the U S. Standard Industrial dassification (SIC)
systemwas first designed. 1In 1992, goods-producing
i ndustries--manufacturing, mning, agriculture, and construction
--made up only 23 percent of U S. enploynment [1]; by
expendi tures, goods and structures accounted for |ess than half
(46 percent) of gross domestic product [2].

Services have not just grown in inportance; radical changes
have taken place in the nature of services produced in the
economy. Sone of the changes affecting services include the
fol | owi ng:

A obal i zati on of economi c activity and increased trade in
servi ces;

Technol ogi cal changes, particularly in the areas of
conputers, information, and conmuni cati ons servi ces;

Changes in intangible inputs, such as education, training and
the growt h of know edge, which have increasingly becone the
basis for services transactions;

Changes i n governnent policy, such as decreased regul ati on of
transportation and financial services;

Contracting out of services (especially from manufacturing);
Changes i n denographics, such as aging, and the consequent

i ncreasi ng demand for health care; and

Changi ng consunption patterns and |iving standards, nore
consunption of entertainment, recreational and travel
services, and so forth

The Econonmic Cassification Policy Conmmttee (ECPC), Statistics
Canada, and Mexico's Instituto Nacional de Estad stica, Geograf a
e Informtica have agreed to a common North Anerican |Industry
G assification System (NAICS), for which the respective countries
have pl edged to direct attention to devel opi ng
production-oriented classifications for services industries.

This ECPC i ssues paper on services classifications addresses
primarily issues that are encountered in the formation of 4-digit
industries in the services sectors. |In many ways, this paper
expands ECPC | ssues Paper No. 1, "Conceptual |ssues"” [4], to
enconpass those special problens and circunstances that arise in
the classification of services. Services industry
hi erarchies--that is, the formati on of higher-1evel groupings of
4-digit services industries--raise the same issues that have
al ready been covered in ECPC | ssues Paper No. 2, "Aggregation
Structures and Hierarchies" [4], so services hierarchies are not
enphasi zed in the present issues paper
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6.2 The Goods- Services Boundary

At the 1991 International Conference on Cassification of
Economic Activities at WIlianmsburg, Virginia ([3], hereafter
"WIIlianmsburg Conference"), Joel Popkin stated: "There is an
urgent need to redefine and retitle the major industries that
conpri se the nongoods sector in ways that better describe their
role and significance in the U S. industrial structure”
(WIliansburg Conference [12], p. 61). Erwin Veil (WIIianmsburg
Conference [20], pp.- 127-31) remarked that "there does not exist
an internationally-agreed official definition of services," so
that "as a consequence, cross-country conparability [of service
statistics] is very limted." Ohers repeated these thenes.

In a nunmber of dinensions, the boundary between "goods" and
"services" is not clearly defined. T. P. Hill ([8], p. 318)
defines a service as "...a change in the condition of a person
or of a good belonging to sone econonmic unit, which is brought
about as the result of the activity of sone other economc
unit...." HIll's definition of services |largely corresponds wth
what is sonetinmes called the "broad definition of services":
everything other than the goods-producing industries.

Expressing a contrary view, Courtenay Slater (WIIliansburg
Conference [18], p. 150) has conpl ai ned that designating
everything other than the goods sectors as "services" results in
a "conglonerate that is too large and too diverse to be
anal ytically useful." Popkin (WIIianmsburg Conference [13], pp
160-1) proposed separating "distribution networks”
(transportation, comunications, public utilities, whol esal e and
retail trade, and manufacturers' sales branches) froma
"services" division that consists of producers' services,
consumer services, social services, and public admnistration

One advant age of Popkin's proposal (see also Popkin [14], pp
50-1) is that for many of the "network" industries--especially
transportati on, comunications, and public utilities
i ndustries--output and classification problens may be addressed
anal ogously to procedures |ong enployed i n nany goods- produci ng
i ndustries. Popkin's proposed "services" division contains nost
of the industries--especially business services and persona
servi ces--whi ch pose the especially difficult problens of
"measuring services." For the remainder of this paper, then
"services" will refer to industries that fall into Popkin's
services division--that is, the narrower definition of services
t hat excludes distribution and network industries. Establishing
classifications and devel opi ng concepts of output for retail and
whol esal e trade al so pose nmany difficulties, sone of which are
consi dered in the paper.

Even on a narrow definition of services, the boundary between
goods and services is not always well defined. Hill notes ([8],
p. 320) that "...one and the sane activity, such as painting, may
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be cl assified as goods or service producti on dependi ng purely on
t he organi zation of the overall process of production anong
different economic units. |If the painting is done by enpl oyees
wi thin the producer unit which nakes the good, it will be treated
as [part of] goods production, whereas if it is done by an
out si de painting conpany, it will be classified as an

i nternedi ate i nput of services."

Thus, when a service previously perfornmed in a manufacturing
establishnent is "contracted out" to a specialized services firm
data will show an increase in services production in the econony
even though the total activity of "painting," as an exanple, may
be unchanged. However, contracting out may inply a change in the
structure of production--certainly that part of it that is
contracted out--and perhaps in its geographic |ocation, and
contracting out results in a new set of transactions and
transactors. So for many purposes, services data should record
changes arising fromcontracting out, even though for other
pur poses this mght not be appropriate. For collecting economc
data by industry, it will generally be true that contracting out
shoul d be recorded as an increase in the econonmc activity of
speci al i zed servi ces-produci ng establishnents.

The boundary between goods and services may al so be anbi guous
because many sal es contracts for goods include an explicit or
inmplicit bundle of associated services. Robert Reich ([16], p
85) maintains that: "The distinction that used to be drawn
between goods and services is neaningless, because so nmuch of
t he val ue provided by the successful enterprise...entails
services: the specialized research, engineering, and design
services necessary to solve problens; the specialized sales,
mar ket i ng, and consulting services necessary to identify
probl ens; and the specialized strategic, financial, and
managenent services for brokering the first two. Every
hi gh-val ue enterprise is in the business of providing such
services."

Reich is certainly correct that for sone purposes the demand
for information about the production of services in an advanced
economny enconpasses services that are bundled with goods. For
t hose purposes, any classification systemthat distinguishes
bet ween goods and services industries inevitably m sses services
that are bundled in with goods production. To keep this problem
i n perspective, however, it is not really new Even 60 to 70
years ago, sone |uxury autonobiles were sold wth extended
guar ant ees provi di ng mai nt enance and repair services, in sone
cases at the residence of the purchaser. Early conputer and
of fice machi ne producers provided a nore extensive set of
post-installation services to the buyer than is common today.

Utimately, the ECPC nust decide where an activity is to be
pl aced among 4-digit industries, and where a 4-digit industry is
to be placed within the higher-level structure of the system
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Accordi ngly, the question of the goods-services boundary must be
confront ed.

The boundary, however, is a pragmatic issue, and cannot be
drawn on the basis of sonme grand schene that separates goods from
services. It is probably true that too nuch effort has been
expended on defining the boundary of goods and services, and too
little effort on nmeasuring, analyzing, enumerating, and
classifying the services that will clearly fall within the
boundary no matter where its precise definition. 1In the rest of
this paper, the discussion is witten as if an agreed-upon
boundary, drawn on pragmatic lines, exists, and the question of
determ ni ng the boundary between goods and services can be set
asi de.

6.3 Conceptual Approaches to Services C assifications

ECPC | ssues Paper No. 1, "Conceptual Issues," distinguishes
bet ween two econom ¢ concepts for econonic classifications. One
concept is a production-oriented, or supply-based, classification
concept. The other is a market-oriented, or demand-based,
classification concept. These two classification concepts
correspond in turn to broad categories of uses of industrial
statistics.

The exanpl es of production-oriented and narket-oriented
classification concepts in ECPC | ssues Paper No. 1 were drawn
from goods production. The task in the present section is to
expl ain how the two econonic concepts apply to services.

Producti on-oriented or Supply-based Concept for Services

A production-oriented concept aggregates establishnments
according to simlarity in the processes that produce and deliver
goods or services (ECPC |Issues Paper No. 1, section 1.2 contains
nore information on the production-oriented concept). Services
that are produced in simlar ways or that have simlar inputs
(including simlar |abor skills) are grouped together in a
production-oriented classification concept.

It is perhaps | ess conmon to describe services as the outputs
of production processes than it is for goods. However, the
concept of production is no less valid for services.

As an exanple, establishnments in industry SIC 8062, Cenera
Medi cal and Surgical Hospitals [23], provide diagnostic services,
medi cal treatnment (including surgical services), continuing
nursi ng services, and other hospital services. A hospita
enpl oys the standard productive inputs of econom cs: capita
(structures and equipnent, sonme of it highly specialized),
materials (including drugs), and |abor (many of whom are skilled
speci alists). Medical technol ogy and nedi cal inputs are conbined
to produce nedical care, just as manufacturing technol ogy and
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manuf acturing i nputs are conbined in a manufacturing production
process.

Once an out put neasure for hospitals has been determ ned,
hospital production can in principle be analyzed in a nmanner
anal ogous to production in a manufacturing industry. The nost
difficult problens in analyzing hospital production arise because
we do not have good neasures of the outputs of hospitals, and we
do not fully understand how to nmeasure the outputs of nmany
nmedi cal care production processes (section 6.4 discusses
inplications for classifications of problens in defining and
measuring services). However, neasurenent problens do not
invalidate the application to hospitals, and other services, of
t he production-oriented concept for econom c classifications.

The application of the production-oriented concept to services
i ndustry classifications can be illustrated by a hypothetica
exanple. Hospitals that performtranspl ant operations and
associ at ed advanced nedi cal procedures require skilled
speci al i sts and speci al equi pnent for the operating and recovery
phases of the procedures. Thus, such hospitals may differ in
their production technol ogy and processes from hospitals that do
not carry out advanced procedures. |If one were to propose
subdi viding the present SIC 8062 into nore honbgeneous
producti on-oriented categories, it would be necessary to consider
whet her hospitals that do advanced mnedi cal procedures m ght be
separated from general hospitals.

Simlarly, one mght ask whether wal k-in clinics, which
provi de substitutes for sone kinds of hospital out-patient care,
shoul d be grouped with the hospitals that are now placed in SIC
8062. Again, the concept of nedical-care production suggests
that wal k-in clinics do not share the technol ogi cal equi prent or
speci al i sts of advanced hospitals. A proposed subdivision of the
present SIC 8062 m ght consider whether the production
differences that exist in walk-in clinics would justify putting
themin a separate 4-digit industry.

O her production-oriented paradi gns for services industries
can be distinguished. M C. MCracken [9] notes that nmany
services industries nove people, things, or abstractions from one
| ocation, or one individual, to another. Transportation is an
obvi ous exanpl e, but communications, internediation activities,
information activities, and all brokerage and agency rel ations
fit this paradi gm

O her services industries provide |ocations for particular
kinds of activities to take place. The differences between a
fast food establishnment and a restaurant with table service, or a
bar, are as much the provision of facilities and an environment
for socializing as in the characteristics of the food that is
served. Retail establishments do not only nove goods fromthe
whol esal e level to the final custoner. They are also |ocations
where potential custoners obtain information about the
avai lability of goods and services. Providing a |ocation where
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potential custoners know that information exists is part of the
production activity of retailing. Qher exanples could be
devel oped.

One point here is that production processes for services have
anal ogies and simlarities to the production processes for goods,
and can be analyzed in simlar ways. But a second point
enphasi zes that services are not exactly |ike goods.
Classification of services by a production-oriented concept wll
require analysis of the distinctive aspects of services
production that arise because of the nature of services.

Labor Skills and the Production-oriented Concept for Services

A services firmis often in the business of selling the skills
of its workers. Wen this is the case, the production process of
a services producer depends essentially on the skills and human
capital of its enpl oyees.

For exanple, an economcs research firmis now classified in
SIC 8732, Conmercial Econom c, Sociol ogical, and Educati onal
Research. Most of the firms enployees will have degrees in
econom cs and experience in econonic applications. If the firm
regularly bids for contracts on econom c projects that involve
econonetrics or other quantitative or technical tasks, enployees
must have substantial skills in conputer progranm ng and ot her
quantitative capabilities.

On occasion, this research firmmy al so obtain contracts to
provi de conputer progranm ng services that are related to the
conput ational activities that arise frequently in the firnms
econom ¢ research work. Conputer programm ng services fall in
SIC 7371. Depending on the market for research, this firmm ght
switch from produci ng services that are nowin SIC 8732 to
services that are placed in SIC 7371, with no change in its mx
of enpl oyees and | abor skills.

If this economics research firmis characteristic of its
i ndustry--that is, if economcs consulting firms with skills
simlar to those in our exanple regularly bid in the market for
conput er services--then what these firns are capable of producing
with the skills of their enployees are service comodities that
cross market boundaries. Applying a production-oriented concept
to this industry, the activities of econom cs consulting and
closely-rel ated quantitative computer services consulting could
not be separated on production-oriented grounds.

O course, simlar problens arise in goods-producing
i ndustries. |If the economics consulting firmin the exanple were
not typical of the rest of the industry, then one mght treat its
conputer services activities as secondary products.

Al ternatively, sw tching of establishnments across industry
boundaries is not uncommon, and one m ght view the economi cs
research firmas changing its industry when it engages in
conput er services activities.
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However, the productive capabilities of a services firns
enpl oyees will need to be taken account of in any
production-oriented classification system |[If a |arge nunber of
firnms that are classified in one industry have the capability for
swi tching back and forth between the industry in which they are
classified and another one, the industry boundaries are
i nappropriately drawmn. 1In services, partly because the anal ysis
of services industries is |less well developed than in the
goods- produci ng industries, the statistical agencies that design
the classification systemnust gain additional information about
the capabilities of services firns to enter alternative markets,
and build these contingencies into the classification system

Because of the crucial role played by labor inputs in the
producti on of services, the ECPC is carrying out an anal ysis of
occupational data for services industry establishments. Services
i ndustry establishnents that have simlar production processes
shoul d enploy simlar workers in sinmlar proportions. Simlarity
i n occupational structures is therefore one production-oriented
characteristic of establishnents that bel ong together in a
services industry.

O course, using occupational data to exam ne the
appropri ateness of services industry groupings requires the
assunption that occupations have been defined so that they are in
fact productive inputs to a production process. It requires,
that is, that occupational classifications also correspond to a
consi stent econom c concept, in this case the concept that is
derived fromthe use of labor inputs in production. On economc
concepts for occupational classifications, see Jack E. Triplett
[19] and Joel Popkin [15].

Mar ket - ori ented or Demand- based Concept for Services

A market-oriented classification concept yields a
classification systemthat depends on how the comodities are
used. Under a narket-oriented concept, services comodities are
grouped together that serve simlar purposes, that are used
together, or that are functionally related in use. (ECPC Issues
Paper No. 1, Section 1.2, describes the market-oriented concept
in nmore detail.) As an exanple, the econom cs consulting firm
di scussed in the previous section produces services for two
different markets. For a market-oriented classification concept,
the two services mght be separated, because the clienteles for
the two types of services are different--if, that is, the
services are neither substitutes nor conplenents for a particular
set of buyers.

As anot her example, SIC 7997, Menbership Sports and Recreation
Cl ubs, consists of establishnents that provide amateur sports and
recreation services on a nenbership basis. They include aviation
cl ubs, bridge clubs, boat clubs, and golf clubs. To consumners,
these activities represent various choices or substitutes in the
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use of their leisure tine. The club houses or restaurants of
these facilities serve as informal gathering places for business
prof essi onal s, gatherings that presunmably strengthen the
commercial relationships of the menbers. Again, the facilities
represent substitutes for simlar business purposes. Consuners
and busi nesses sel ect which club to join based on their persona
and prof essional needs.

VWil e these sports clubs serve simlar purposes, the |abor
| and, equi prent, and capital inputs vary considerably anmong
t hem - consi der, for instance, bridge clubs, country clubs, and
boat clubs. The ability of producers to change fromdelivering
one type of recreational service to another is limted, and it
woul d require substantial changes in equi pnent, buildings,
enpl oyee skills, and perhaps in location. Sports and recreation
cl ubs do not seem a very honobgeneous grouping with respect to
i nput usage or production processes.

O her market-oriented groupi ngs aggregate services that are
conpl enments rather than substitutes. SIC 7231, Beauty Shops,
i ncl udes hairdressers, facial salons, manicure sal ons, and
cosnet ol ogy shops. Many establishments deliver and sell the ful
range of these services as a beauty package. O her shops
specialize in only one service; the recent growh in nail salons
is one exanple. SIC 7241, Barber Shops, also provides a range of
hair styling and services, which conpl enent each ot her

Conparing Production-oriented and Market-oriented G oupi ngs

Mar ket - ori ented groupings often differ from
production-oriented groupings. The needs for nmarket-oriented
classifications for services data cannot always be net by
producti on-oriented groupi ngs of services, or by conbinations of
t hem

Mor eover, because they reflect limts of markets,
mar ket - ori ent ed groupi ngs sonetinmes inply that outputs of a
single economc unit may be separated into two or nore
mar ket - ori ented groupings. As discussed in section 6.4, bel ow,
this applies particularly to a nunber of proposed narket-oriented
groupings in services (tourism for exanmple). These exanples
al so show that the needs for production-oriented groupings of
servi ces data cannot always be nmet by market-oriented groupings.

However, in many cases services correspond to "ideal"
i ndustries--those that are simultaneously production- and
mar ket - ori ented groupings. Hospitals that performtranspl ants
were, as noted above, a possible production-oriented grouping,
because their capabilities differ fromgeneral hospitals and from
wal k-in clinics. For those patients who need transpl ants,
hospital s that cannot do such operations do not provide close
substitutes for hospitals that do. G oupings of hospitals by
production-oriented and market-oriented concepts m ght be found
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to coincide, and if so would create classifications that conform
to ideal industries. Thus, the hypothetical groupings of
advanced-t echni ques hospitals, walk-in clinics, and so forth
m ght all conformto the requirements of ideal industries.
Simlarly, SIC 8111, Legal Services, can be described by the
| abor skills required (principally, attorneys), or by the market
for services, such as wills, divorces, or corporate
representation. Like hospitals, |egal services mght be
separated into categories whose functions require specialized
skills. For exanple, one does not expect that the sane
i ndividuals or the same legal firms will have skills for dealing
with marital relations cases and with anti-trust cases or
corporate mergers. Those different |egal specialties correspond
to different production capabilities, which mght justify
separating the different kinds of |egal services into separate
production-oriented groupings. At the sane tinme, persons seeking
| egal advice would not consider an anti-trust |awer, for
exanpl e, as a close substitute for a divorce |awer. Thus, the
producti on-oriented groupi ngs mght well also correspond to
mar ket -oriented groupings. |If this is true, then the
partitioning of |egal services might create a nunber of idea
i ndustri es.

6.4 Broad Market G oupings: Exanples of Market-Oiented Concept

ECPC | ssues Paper No. 1, and section 6.3, above, both note
that production-oriented industry concepts are sometines
i nconsi stent with aggregations that are suitable for market
anal ysis. This conceptual inconsistency is particularly
noteworthy for very broad market groupings that may cut through
t he production processes of individual establishnments. This
section discusses three such proposed broad market
groupi ngs--travel and tourism information services, and
envi ronnental services.

Travel and Tourism

The frequent request for a "tourismindustry" is an exanple of
a broad market-oriented grouping for services. Tourismincludes
anusenment parks and recreation facilities, which are clearly
oriented primarily to consuners. But the tourism groupi ng would
include as well air transport and other fornms of travel, hotels
and notels, restaurants, and so forth, all of which cater to
tourism The United Nations Draft Standard |nternationa

Classification of TourismActivities (SICTA) [21] provides a

conprehensive list of tourismservices that is even broader than
the activities |isted above.

Because airlines, hotels, and restaurants also provide sinilar
or identical services to business travelers, and restaurants
serve local residents, only a portion of the sales receipts of
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such busi nesses derives fromtourism To provide data on
tourism data from nost establishnents that cater to tourists
woul d need to be di saggregated by class of customer. Put

anot her way, a "tourismindustry" is a market-oriented grouping
that would cut across industries defined on a production-oriented
basi s, such as restaurants, hotels, and air travel (the present

U S. SIC 5812, 7011, and 4512). The U. N SICTA classification

system states explicitly: "Mst definitions of tourismare
demand- based and define tourismas the aggregate of the services
and products purchased by tourists, however tourists are defined.
This means that the sanme product or service will or will not be a
tourismrelated economc activity based on certain
characteristics of the consuner, rather than anything inherent in
t he product or service" ([21], p. 5).

I nformati on Services

New communi cati ons technol ogi es are revol utioni zing the
traditional methods for sending and receiving information. These
changes are generating interest in grouping together al
est abl i shnents that provide information services, regardl ess of
the i nformati on technol ogy they enpl oy.

It has been suggested that SIC Major G oup 48,
Conmuni cati ons, shoul d be broadened to enconpass conpl enentary
i nformati on services, including printing and publi shing
activities now classified in manufacturing. Printing and
publ i shing, the reasoning goes, also are a neans of
conmmuni cati on. Many publishers now of fer electronic versions as
alternatives to the traditional printed format, and printed
information is increasingly transferred or accessed
el ectronically.

Anot her suggestion is to transfer information retrieval
services now |l ocated in Major Goup 73, Business Services, to
Maj or Group 48, Conmunications. On-line information retrieva
services (SIC 7375), it is pointed out, are alternative nethods
of communi cation: data and video instead of voice.

Simlar classification issues regarding information services
have been di scussed by the Voorburg G oup Meetings on Service
Statistics. See the Papers and Final Reports of the Voorburg
G oup Meetings on Service Statistics [24, 25, 26, 27].

It is true that increasingly comruni cations are being
integrated with automatic data processi ng and dat abase operations
to forminformati on systens that are sold as conprehensi ve and
integrated units. These fornerly separate markets have nerged as
technol ogy and equi prent have i ncorporated many of the
conpl ementary features that were once consi dered uni que or
speci alized to data processing or comunications.

Conbi ni ng i nformati on services that are close substitutes
woul d conformto a market-oriented grouping. Conbining
i nformati on services that are conpl enents, which would include



ECPC | ssues Paper No. 6 11

parts of 4-digit industries from comunications, nmanufacturing,
and busi ness services, would also conformto a market-oriented
grouping. This need for broad market-oriented data on
i nformati on services should be net from product data. It cannot
readily be met by an industry systemthat groups establishnments
by simlarities in production technol ogi es and production
process.

Though the productive technol ogy for comunications has been
changi ng rapidly, that does not necessarily nmean that a
mar ket - ori ented groupi ng poses fewer problens, or that it
repl aces the need for production-oriented groupings. Rather, the
need for broad narket-oriented information on conmunications is a
separate need that should be net apart fromthe
production-oriented system

Envi ronnent al Servi ces

As with tourismand information services, establishnents
provi di ng environmental services are classified in many different
industries in the current U S. SIC system Environnenta
engi neers, for exanple, are classified in SIC 8711, Engi neering
Services; environnental managenent consultants are included in
SIC 8742, Managenent Consulting Services; hazardous waste renoval
is part of SIC 4953, Refuse Systens; an establishnent that
col  ects nonhazardous solid wastes, but does not have its own
di sposal facility, is placed in SIC 4212, Local Trucking w thout
St or age.

Pulling together information on these very different types of
activities is essential to data users wanting to anal yze the
mar ket for environnental services. Mreover, nmany of the
establ i shments share conmon concerns over environnenta
regul ati ons.

Bruce Parker of the National Solid Wastes Managenent
Associ ation (NSWWMA) commented: "Wiile the bulk of the $35
billion industry is devoted to nonhazardous wastes, an inportant
and separate segnent of the industry represented by NSWA
provi des the specialized services needed to nmanage those wastes
that have come to be regul ated as hazardous because of their
physi cal, chenical, and toxicol ogical characteristics. Finally,
a third group of nenber firns is focused on the cl eanup of sites
contam nated by wastes di sposed of inproperly in past years”
[11].

Though a di verse nunber of establishnments may share common
concerns about a set of legal restrictions, those establishnents
may not share a conmon set of production processes or even a
common range of products. The industry classification systemto
be established in the new NAICS i s based on grouping
est abl i shnents by conmonal ity of production processes. It wll
not necessarily, therefore, produce narket-oriented groupings.
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The ECPC wi ||l devel op a product classification systemfor the
services industries to conplenent the production-oriented
i ndustry systemin NAICS. This new systemw || provide product
detail necessary to conpile econonic data for services wherever
pr oduced.

6.5 Measuring Services: |Inplications for Cassifications

It is obvious that to classify establishnments produci ng
servi ces one nmust have an understandi ng of what these
establ i shnents are producing. This is as true for a
production-oriented classification systemas for a
mar ket - ori ent ed one.

Services sectors pose a nunber of neasurenment difficulties
that are perhaps nore intense than simlar difficulties
encountered in collecting industrial statistics on
goods- produci ng industries. Defining neasures of output,
satisfactorily handling heterogeneity and quality change in
outputs, collecting data fromsmall enployers, all pose
particular difficulties in services. Measurenment problens in
services industries have been discussed in professional reviews
of service statistics at |east since the review of service
i ndustry measurenent issues by Victor Fuchs [6]. A recent
overview of the problemis Zvi Giliches, ed. [7]. The
proceedi ngs of the Voorburg G oup [26] are also concerned with
such probl ens.

A classification system nust above all be able to
differentiate between the outputs of different establishnents.
To differentiate to a useful level requires a description of the

services in sone detail, an understanding of what services
est abl i shnents are producing.
This is true for both production and narket orientations. It

is not possible to differentiate anong producti on processes

wi t hout describing in sone detail what results from each process.
The market-oriented approach also requires a description of the
product, so that those products that do not serve sinilar

pur poses, for exanple, can be separated.

Unl i ke goods, where transactions generally involve a physica
transfer that can be observed and described, and al so a change of
owner shi p, services transactions generally entail neither
ownership transfers nor physical transfers. As the earlier
definition of a service taken fromH Il highlights, the service
may be nmanifested as a change in the condition of a person or a
good. The services are intangible in nany cases and can have
many di nensi ons. Consequently, they can be difficult to
descri be.

One general problemencountered in describing sone services is
that there can be nore than one way to describe an industry's
output. For exanple, nedical care nmay be described by procedures
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performed, medical conditions of the patients, or probable cures.

The choi ce of output description in this case has
classification inplications; it dictates the orientation of the
classification. A description of hospital output based upon
cures seens consistent with a narket orientation. Different
hospital treatnents for the same probl em m ght be considered
substitutes, so that no demarkation
need be made in a market-oriented grouping, even though quite
di fferent procedures are enpl oyed.

Descri bing hospital services in ternms of specific nmedica
procedures is consistent with a production approach. For
hospital s and other services, the energence of new services and
rapi d technol ogi cal changes conpounds the difficulties.

In sone services industries (SIC 7241, Barber Shops), the
outputs are as readily defined as they are in nost
goods- produci ng i ndustries. But even here, the appropriate unit
of measurenment can be debated. Because a haircut requires the
presence of the consumer and because people resent waiting, how
does one value the easy availability of a barber when entering a
shop? Does the |lack of a wait convey | ess output or excess
capacity, or does it inply a higher |evel of personal service?

In other services industries, the outputs are not entirely
cl ear, and because the outputs are not well defined, industry
boundaries for classification purposes are |ikew se not well
defined. For exanple, econonmists do not fully agree on the
appropriate neasures for outputs of financial services conpanies.
Wt hout consistent neasures of financial output, classification
experts find it nore difficult to group financial activities into
i ndustries. See also Mark Sherwood [17] for a nore extensive
di scussion of these and other issues as they apply to service
out put s.

O course, one cannot expect to resolve all conceptual issues
for service industries before a new classification systemis
constructed. In recognition of the need for inproved conmodity
and out put codes, the ECPC has established the Services Comodity
Codes Task Force to expand and update the enuneration of services
out put s.

6.6 Questions Concerning Specific Services Industries
Nonprofit Organizations

The growt h of nonprofit organi zati ons has generated broad
interest in their classification. At present, there are no
separate 4-digit industries specifically for nonprofit
establ i shrments.

At the WIIliansburg Conference, Joel Popkin (WIIianmsburg
Conference [13], p. 201) proposed a "Social Services" D vision
whi ch woul d i nclude soci al services provided by government and by
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private organi zations. He suggested di saggregati ng comrerci al
nonprofit, and government organizations, because the prices
charged for the services provided by these types of organizations
may differ.

It might also be argued that there are production-oriented
di fferences anong these types of units which justify separating
nonprofit establishments fromprofit-maki ng ones. However, the
producti on characteristics of nonprofit establishnents may not be
di stinct enough to warrant separate treatnment. Are child care
centers operated by nonprofit organizations distinct in what they
do and how they do it fromthose operated by comerci al
busi nesses? Are nonprofit research units necessarily enpl oying
di fferent production processes than those that do contract
research for profit (for-profit research units are now placed in
different 4-digit industries fromnonprofit research
organi zati ons-- Sl C 8731, Commerci al Physical and Bi ol ogi ca
Research, SIC 8732, Commercial Econom c, Soci ol ogi cal, and
Educati onal Research, and SIC 8733, Noncommerci al Research
Organi zations, respectively). A market-oriented system woul d
al so probably group sone of these organi zati ons together since in
some cases nonprofit and for-profit units are all providing very
simlar services, regardl ess of their organizational and
owner shi p structures.

Sonme data on nonprofits by industry are provided now The
Census Bureau in its Census of Service Industries and Services
Annual Survey publishes data for selected 4-digit industries by
tax status (tax status is used as a proxy for
nonprofit/for-profit status). This allows users to analyze data
on the nonprofit segnent of 4-digit industries separately, or to
conbi ne data for both segnents where appropriate for their
pur poses. This approach, which provides for separate data on
nonprofit organizations, provides an alternative to establishing
distinct 4-digit industry classifications.

Laws and Regul ati ons

The classifications of many services industries in the U S.
SICreflect the laws or regulations that were in force when the
classifications were created. Exanples include the follow ng:

SIC 6798 (Real Estate Investnment Trusts) is based on the
Real Estate Investnent Act of 1960, as anended,

SIC 6021 (National Commercial Banks) includes establishnments
chartered under the National Bank Act; SIC 6022 (State
Conmmer ci al Banks), groups establishnents chartered by one of
the states or territories; SIC 6029 (Commercial Banks, Not

El sewhere C assified) groups establishments that do not
operate under Federal or State charters. Simlar groupings
by regul atory coverage exist for the different industries in
I ndustry Group 603 (Savings Institutions) and Industry G oup
606 (Credit Unions); and
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The differences between SIC 8051 (Skilled Nursing Care
Facilities), SIC 8052 (Internediate Care Facilities), and
SIC 8059 (Nursing and Personal Care Facilities, Not

El sewhere Cl assified) are based, at |east partially, on
Medi car e/ Medi caid qualifications.

One rationale for past practice was the desire to avoid
duplicating the reporting requirenents for regulatory data
al ready collected by the Federal Government. Another is the
substantial interest in studying the effects of regulation and
t he econoni c behavi or of regulated enterprises.

In an era of deregulation, many regul atory | aws have been
resci nded or nodified, and all are subject to change. |In many of
these cases, regulatory data reporting requirenments have been
el imnated. Nunmerous changes were nade to industry detail for
the 1987 SIC--for these areas and others--to reflect the effects
of deregul ati on.

Little justification exists for maintaining industry tine
series based on obsolete regulatory institutions. It mght have
been true that regulated industries adopted different production
met hods fromthose used in closely-rel ated nonregul at ed
i ndustries, or that regulations reflected production differences.
But in a deregul ated environnent, those differences would
di sappear. And though there is interest in analyzing the
econom ¢ behavior of formerly-regulated enterprises, this is a
transitory need that cannot be built permanently into an industry
classification system More crucially, the continuing
classification in the future NAICS of industries by conditions of
current U. S. regul atory oversight woul d probably create unstable
groupi ngs of establishnents that |ack honogeneity in production
the services delivered, or markets served, and would limt,
nor eover, the comparability of industry data anong the North
American countries to be covered by NAICS

Integration of Services Industries with Using Industries in the
Hi er ar chy

Sonme 4-digit services industries are currently classified
within the SIC Division for which the services are perforned.
For exanple, crop services, such as aerial dusting and spraying,
are included in Division A Agriculture, Forestry, and Fi shing;
oil and gas well drilling services are included in Division B
M ni ng; and services provided to the banking industry are in
Di vision H Finance, |nsurance, and Real Estate.

Moreover, the International Standard Industrial Cassification

of Al Economic Activities (1SIC), Third Revision [22], carries

this vertical integration between supplying and using industries
much further: Repair services of nbst capital goods are placed

in 1SICwth the manufacturing industry that originally made the
good that is repaired. For exanmple, 1SIC 3530, Manufacture of
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Aircraft and Spacecraft, includes the maintenance, repair, and
alteration of aircraft and aircraft engines.

G ouping of services with the using industry or sector offers
certain advantages. Manufacturers, as well as other industries,
are using and demandi ng nore of f-prem se services, sonetines
referred to as "contracting out." |If services used by
manuf acturing industries were thensel ves placed in separate
4-digit industries, yet were conbined in the same 3-digit or
2-digit aggregate with the using industry, then the services
woul d be recorded with the using industry (desired for sone
purposes) at the 2-digit level, but could be analyzed separately
(required for some other purposes) at the detail ed industry
| evel . However, many services (e.g., SIC 0782, Lawn and Garden
Services) are used extensively by firms and househol ds out si de
the 2-digit level, so it is difficult to construct a systemt hat
al l ocates services to a unique set of using industries.

Mor eover, groupi ng sone busi ness services with sone using
i ndustries causes inconsistencies for cases when data users want
nmeasures of the business services thensel ves.

Thi s issue of grouping supplying and using industries together
concerns the proper role of hierarchies of industries (see ECPC
| ssues Paper No. 2), and is not unique to services. It wll
accordi ngly be considered by the ECPC as part of its evaluation
of hierarchies, rather than as a specific question for services
i ndustri es.

Actual versus Perception

In the U S. SIC, sone industries are classified based on the
"public view' of the establishnent or "how they are known in the
trade."” For exanple, drug stores in the United States sell a
variety of products, fromhair spray to food itens to paper
products; prescription and proprietary drugs are usually no
| onger the primary products sold by drug stores. The SIC
description for industry 5912, Drug Stores and Proprietary
Stores, states that "these stores are included on the basis of
their usual trade designation rather than on the stricter
interpretation of the commodities handl ed. "

Simlarly, a lunber and building materials dealer is
classified in retail trade (SIC 5211, Lunber and O her Buil ding
Materials Dealers) if, according to the 1987 SI C Manual, the
establishnent is engaged in selling primarily | unber, or |unber
and a general line of building materials, to the general public.
Even t hough these establishnments nmay sell primarily to
construction contractors (selling primarily to business is the
present definition of wholesale trade), they are known as retai
inthe trade. Simlar conventions are also adopted for hotels,
retail gasoline service stations, and sone other industries.

Shoul d t hese kinds of distinctions continue to be nade in the
NAI CS? The whol esal e/retail distinction is weakening as nore and
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nore businesses sell to both "the trade"” and to consuners. On
the other hand, data users are interested in the differences in
mar gi ns between "whol esal e" and "retail." Changes in retai

sales are still inportant economc indicators, yet data that
correspond to the present SIC classification systemmy m ss sone
growmh in retail sales. Mreover, practical problens of data
collectibility and classification also arise: Establishnents
generally do not maintain records that can distinguish sales of
gasol i ne or of |unber between household users and busi ness users.

6.7 The Past Approach to Services d assification

In the past, decisions on new industry detail have cone
largely in response to public proposals. As it turns out, nore
proposal s have been received over the years for creating
goods- produci ng i ndustries than for creating new services
industries. Partly as a result, the 1987 SIC Manual [23] lists
53 4-digit industries for Division H Finance, |nsurance, and
Real Estate, and 150 for Division I, Services, but 459 4-digit
i ndustries for Division D, Mnufacturing. As noted in
ECPC | ssues Paper No. 4, "Criteria for Determ ning Industries"
[4], the existing econom c significance criterion also inhibits
the formation of 4-digit service industries, because it requires
new services industries to be on average nuch larger in ternms of
enpl oynment than those in manufacturing. Partly as a result,
aver age enpl oynent per 4-digit industry was 29,053 in the
Services industries (Division I) in 1992, conpared to 18,040 in
Manuf acturing (D vision D).

Lack of extensive and detailed comobdity data has in the past
limted the delineation and reporting of services. For exanple,
speci al i zati on and coverage rati os have not been conputed for
service industries because the necessary commodity detail is not
avail abl e for services on a "wherever nade" basis. Mor eover
for many services industries, data collected in the United States
at the establishnment or enterprise | evel cover only enploynent,
payroll, and gross receipts. For sone establishments (e.g.
nonprofit), satisfactory neasures for even these variabl es do not
exi st.

During past SIC revision processes, some proposed changes to
services classifications have been rejected because of the
difficulty of coding accurately the activities of the smal
busi nesses that donmi nate these sectors. Those proposals have
i ncl uded such inportant areas as hotels, notels, retail gasoline
stations, grocers, and departnent stores. Mich of the SIC coding
for small businesses is done by the Internal Revenue Service and
the Social Security Administration, based on witten descriptions
provi ded by the conpany. (See ECPC |Issues Paper No. 3,
"Collectibility of Data," [4] for a discussion of the coding
practices of these agencies.) Any industry coding system nust
take into account the ability of small businesses to report the
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required information for industry coding and the ability of
Federal Governnent agencies to code the establishnents to the
proper industry.

6.8 Services Cassification in the North Anerican Industry
Cl assification System

The concepts statenment for the NAICS, issued jointly by the
United States, Canada, and Mexico, explains that the new system
wi |l define industries on the production-oriented concept, as
expl ai ned in ECPC | ssues Paper No. 1. That is, industries in the
new systemw || group establishnents together on the basis of
their sharing simlar production processes.

Statistics users have stressed the need for nore detail on
services. Audrey Freedman, Chairperson of the Business Research
Advi sory Council to the Bureau of Labor Statistics, noted that
"the SICis crippled as to services. Services get ignored or
m xed as ancillary to manufacturing” [5]. Dale Mrtensen, in his
prepared remarks to a joint neeting of the Census Advisory
Conmittees, observed that "On a practical |evel, [economc
classification] comes down to the services sectors. It is a half
century too late; there are still not enough data on specific
products and technol ogy"” [10]. Services are exactly where the
need to recogni ze new y-energing industries is the nost urgent.

The need for service classification inprovenents suggests that
alternatives to the traditional sources--public proposals for
"new' industries--must be sought. It is clear that the problens
t hat have inhi bited past classification of services industries
nmust al so be overconme. The ECPC has conmitted to the foll ow ng
actions to address the problens that have inhibited the
recognition of services classifications in the past:

(1) Wth respect to services industries, the ECPC, in
conjunction with Statistics Canada and Mexico's Instituto

Naci onal de Estad stica, CGeograf a e Informtica, has

conmitted to an outreaching, active role in inproving

services industries classifications. 1In the future,
classification of services industries will not depend solely
on the volume of proposals that are sent to classification
committees by the public. The agencies will seek out needed

i nprovenents in the data by consulting widely with data

users and with respondents to governnent surveys, with trade

associ ations, and with other groups.
(2) As described in the ECPC Federal Regi ster notice announcing

the new NAICS, the criteria for considering industries in
the NAICS will be altered frompast U S practice. In
particul ar, the size rules, and heavy reliance on
speci al i zati on and coverage ratios, will be relaxed in the
NAI CS, particularly where past application of these
standards has inhibited the growh of classifications for
services industries.
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(3)

(4)

(5)

(6)

(7)

The historical |ack of service sector data is being
redressed in other statistical agency prograns. For
exanpl e, the 1992 Econom c Censuses are collecting nore

i nformati on on services than has been col | ected previously.
The 1992 Censuses collected data on 4-digit industries in
conmuni cati ons, whi ch have previously been collected by the
Federal Conmuni cations Commi ssion, in transportation, and in
fi nance, insurance, and real estate. For the first tine,
al | business services questionnaires included a line item
for exported services. The Bureau of Labor Statistics has
recently expanded t he nunmber of services industries covered
in the producer price index--for exanple, a conprehensive
out put price index for hospitals was introduced i n Decemnber
1992.

The ECPC has established a Services Commodity Codes Task
Force to inprove the basic lists of services that are used
for sanpling and enuneration across U. S. statistica
agencies. In time, and after the Task Force's work has been
fully tested, these commodity codes will inprove the basic
dat abase and sanpling franes that are used to coll ect

i nformati on on the production of services in the econony.
Wth respect to difficulties in industry coding, the ECPC is
expl oring a nunber of alternatives that hold prom se for
dealing with past problems. Qher countries, including the
statistical agencies of France and Australia, have worked on
"expert systems," conputer-based systens for inproving the
basis for industrial coding. The ECPC is in contact with
these international statistical agencies, and will study
their potential for application to the United States.

One of the issues presented in ECPC | ssues Paper No. 1
concerns the proper level of coding for industrial
classification purposes--that is, should the establishnent,
the traditional unit for coding, be replaced by a higher

| evel unit in the conpany, the "division, departnment or
subsidiary,” or DDS? For areas of the econony where data
avai l ability, conpany organization, or production methods
make the DDS the appropriate unit, the ECPC will consider
nmovi ng the classification unit to the new structure. A
report on the feasibility of the DDS is being prepared and
wi Il be rel eased when avail abl e.

In its Federal Register notice, the ECPCis commtting to

est abl i shing new nmarket-oriented groupings to neet the needs
of data users, where those needs cannot be net by the
producti on-oriented econom c concept to be introduced in the
new North American Industry C assification System (NAl CS)
This proposal could in principle enconpass the need for the
"Cross-cutting” groupings discussed in section 6.4, above.
Sonme similar market groupings are already provided. For
exanpl e, for those seeking information on autonotive repair
and services, the Census Bureau collects detailed data on
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gasoline sales, repair receipts, etc., fromcar dealers, gas
stations, and autonotive repair shops, each a separate
4-digit industry. Even though these establishments may be
included in separate SIC industries, product data are
aggregated into a market-oriented grouping for those seeking
i nformati on on the autonotive services markets. Conparable
data m ght be collected for environnental services, tourism
etc., in response to requests from users.

6.9 Conclusions: Request for Conment

The ECPC is conmtted to inproving services industries
classification. The actions described in section 6.8 represent
the initial efforts toward this objective. These efforts wll
al so direct attention to updating the services product data to
represent newy enmerging industries and technol ogi es.

To assist in these efforts, the ECPC invites comments on the
appropriate groupings of services industries, and on ways for
generating nore information that would | ead to appropriate
classifications of services industries. Specific comments are
solicited on the issues discussed in this issues paper. The ECPC
is also interested in receiving conments on any i ssues pertaini ng
to services industry classifications that have not been addressed
in this paper.
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